Council Agenda # "2

Meeting of March 9, 2010

CITY OF BELMONT

Staff Report

DISCUSSION AND DIRECTION ON THE PROPOSED FY 2010 AND FY 2011 BUDGET
CORRECTION PLAN

Honorable Mayor and Council Members:

Summary
Municipalities throughout the State have been facing unprecedented difficulties in balancing their

budgets due to recessionary pressures. Belmont is not an exception to this phenomenon.

The purpose of tonight’s discussion is to orient City Council to the nature and cause of
Belmont’s budget deficit.

Staff will also introduce and explain a series of revenue and expenditure strategies that can be the
basis for a correction plan needed to close a $1.3 million structural deficit, which is present now
and will continue into the foreseeable future, if left unaddressed.

At the close of the discussion, City Council will be asked to provide staff with any direction
related to those strategies or additional staff research the City Council may wish to have
performed and continue consideration of the Proposed Budget Correction Plan to the March 23"
Council meeting,

Background ~
Consistent with the City’s financial policies, Belmont has a history of proactively addressing

budget shortfalls to maintain reasonable financial position. Belmont has responded to both local
economic declines and State grabs with a series of budget corrections in recent years including a
$1.3 million package in FY 2003, a $1.5 million package in FY 2005, and most recently a $0.9
million package in FY 2010.

As indicated above, last June, as part of the FY 2010 Budget, the City Council adopted a
Resolution implementing a 5% Correction Plan. The 5% Correction Plan was intended to address
the City’s revenue shortfalls caused from the negative economic impact of the recession
compounded by the State’s sustained takeaway of local government revenues. The
implementation of these budget correction strategies has not been easy, but the City is in a
stronger position for it.

Regrettably, beginning last fall, the City’s Budget was negatively impacted by what many pundits
are now calling the “Great Recession,” which eroded revenues more rapidly and to a greater
extent than predicted.
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The negative news began with the receipt of an alarmingly poor sales tax result for the quarter
ended June 30. This news was followed by a series of other revenue declines, including Transient
Occupancy Tax, Motor Vehicle License Fees, Gas Tax and VLF in Lieu, the latter of which was
unprecedented.

Addressing the growing revenue problem, on November 23, 2009, at the request of the Finance
Department, the City Manager issued the Fiscal Year 2010 Budget Watch to reaffirm a series of
directives established in 2008. This included the preservation of vacancies, the conservative
management of expenditure budgets and the monitoring of revenues, in anticipation of a negative
third quarter sales tax result.

On December 8, 2009, the Finance Department requested the City Manager take further action
which resulted in the issuance of the FY 2010 Mid-Year Review/FY 2011 Budget Directives.
That action required the departments to develop a 7.5% Budget Correction Plan as a strategy to
address the declining revenues. Similar to previous budget reduction efforts, this involved all
departments with the exceptions of the Belmont Fire Protection District, fully funded grant
activities, pass-through costs and capital projects. The 7.5% reduction was allocated to
departments based on their percentage of direct costs (discretionary), which includes personnel
and supplies and services. The City Manager instructed the departments to prepare correction
strategies following the principles below that were adopted by City Council as part of the FY
2005 and FY 2010 correction efforts.

City of Belmont

Budget Correction Plan Principles

o Budget correction strategies will be developed in accordance with Council
adopted financial policies.
o Consistent with the ranking process, budget correction strategies will be
prioritized in the following order:
1. Proposals to raise existing revenues or implement new sources of
revenues will be given first priority for implementation; and,
2. Reduced or eliminated service levels will be given second priority for

implementation.
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Most recently, the City Council met individually with staff to discuss the projected revenue
shortfalls and the potential strategies to address the problem.

Staff also met several times with the City’s Labor Groups to inform them of their nature of the
budget deficit and exchange ideas for addressing the problem.

Discussion
Staff has estimated the decline in General Fund revenues at $1.3 million for FY 2010.

The purpose of this evening’s discussion is to introduce the 7.5% Proposed Budget Correction
Plan to the City Council. The following topics will be covered:
= General Fund Economic Impacts-Estimated Revenue Shortfall (Schedule A)
Department Proposed Revenue Budget Correction Strategies (Schedule B)
Department Proposed Expenditure Budget Correction Strategies (Schedule C)
Entity-wide Proposed Strategies (Schedule D)
Common Operational Strategies Deployed by Other Agencies (Attachment B)
Concluding Actions
o Set adoption of the Proposed Budget Correction Plan — March 23, 2010

The Department Proposed Strategies provide $2 million in reductions and transfers and $0.47
million in new/increased revenues over the remainder of FY 2010 and FY 2011, far exceeding
the $1.3 million estimated necessary to address the General Fund revenue shortfall. The rationale
behind this approach was to provide the City Council with a menu of options from which to
choose, thereby giving greater flexibility in selecting a package for final adoption which best
reflects community interests. Furthermore, any strategies adopted in excess of the target
correction amount can be used to rebuild reserves. Also, should the City’s financial picture
further deteriorate, any unselected options could be used to address an additional deficit. For
instance, over the course of the next few months, staff will be developing the FY 2011 Budget
and it may become necessary to use some of these strategies to balance should the revenue
picture continue to worsen.

Unlike previous correction efforts, the strategies included herein have far more detrimental
consequences to delivering services than in the past. Staff has briefly summarized in the report
the nature of these consequences by department. In addition to the written statements, staff will
be able to augment the statements and will be available to respond to questions from Council.

It is important to note that not all of the strategies can be implemented unilaterally or
immediately and may require additional actions, separate from adopting this correction plan, in
order to implement. Where this is the situation, staff has made explanatory notes identifying what
additional action is needed.

The strategies adopted by Council on March 23" will be carried forward into the FY 2011
Budget process and continue into the foreseeable future until the revenue outlook has improved.
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At this time, staff is not recommending the budget be amended for potential State adverse
actions. Staff will return with a separate correction action, if needed, once the picture has become
clearer on the State’s course of action and its impacts to the City.

There is no legal or policy requirement for the City Council to act now on the Proposed Budget
Correction Plan. If left unattended, the problem will simply get larger, and therefore, harder to
solve. This is the approach the State has taken and it has not worked.

Attachment B includes other strategies that could be pursued as part of a budget correction effort.
They are not part of the proposed plan, but are provided for informational purposes only. If
directed by Council, staff could perform further analysis on these strategies. These strategies
include examples of common budget balancing efforts taken by other communities in San Mateo
County.

General Plan/Vision Statement
The budget strategies developed as part of the 7.5% Correction Plan were designed with the
intent to maintain as much of the community’s vision as possible.

Fiscal Impact
At this point, there is no fiscal impact from this report. However, adoption of a budget correction

plan will have positive long-term benefits to the Clty The Council will be asked to adopt the
Proposed Budget Correction Plan at their March 23" meeting.

Public Contact
Posting of City Council agenda.

Recommendation

Review the Proposed Budget Correction Plan strategies presented in Attachment A and at the
March 23™ meeting, adopt proposals sufficient to address the $1.3 million General Fund revenue
shortfall, which best suits the community needs. The Council’s previous policy direction has
prioritized budget correction strategies proposals that raise existing revenues or implement new
sources of revenues (Attachment A, Schedules B, then D) followed by reduced or eliminated
service levels (Attachment A, Schedules C, then D).

Alternatives
1. With direction, refer back to staff for further consideration.

Attachments:

A. Proposed Budget Correction Plan
B. Other Strategies
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Respectfully submitted,
Brooke Lazzari Thomas F11 Don attel
Deputy Finance Director Finance Director Acting City Manager
Staft Contact:

Brooke Lazzari, Deputy Finance Director
(650) 595-7434
blazzari@belmont.gov




ATTACHMENT A

City of Belmont

FY 2010 & FY 2011
Proposed Budget Correction Plan
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ATTACHMENT B

City of Belmont

FY 2010 & FY 2011
Other Strategies
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